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High　Cost　Structure　in
the　Japanese　Economy
　　　und－er　G1oba1izatioバ
Masanori　Y」okoyam」a
　　　　Abs施6t
　　　　　　　　Japm　has　a　dual　econ」om－ic　structure　between　efficie．Pt
　　　　manufacturi皿g（甘aded　goods　sectors）and　iエ1efficient　services
　　　　（q・asi－t・・dedgoodssecto・s），wbicbisccm皿・nly・efe…dt・
　　　　as　the　high　cost　structure，　The　main」Jap狐ese　ma卿facture§
　　　　have　co，mparative　adv」antages　through　high　productivity，while
　　　　ma’ny」services　have　litt1e　intemational　c◎皿petitiveness　ber
　　　　cause　of　iow　efficiepcy　and　Yarious　regu1ations　re§trictin，g
　　　　eco皿o皿ic　activity．　The　structural　distortion　makes　Japanese
　　　　prices　rather　expensive　by　in」temation包1sta，n曲rds，　Now　that
　　　　a1l　industries　inc1udin9・man」ufacturing　and」serv・ices　are　in
　　　　．91oba1competitio・n，it　is　necessary　to　desig皿structural　refor．ms
　　　　in　ord」er　to　correct　the　bigh　cost　structure　a・nd　make　the
　　　　Japan」ese　economy　adjust　itself　to　g1obali呂ation，
1，　　Introd」皿ctio皿一
The　Japanese　economy．凹ust　adapt　itseli　to　econo皿ユic　g！o’baliza一
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tion，Economic　g1oba1izat工on王neans　that　the　home　market　structure　in
the　national　economic　franユework　shifts　to　that　in　the　transnational
eco口omic　fra正nework．　In　other　words，91ob・alization　nlakes　the　n正arket
Inechanism　spread　on　a　world珊ide　scalie，　This　change　is　血ainly
acce1erated　by　expansions　in　the　overseas　acti▽ities　of　enterprises，
The　manufacturing　industries（traded　goods　sectors）have　aIready　faced
glol〕a1competition　in　maintaining　high　price＿competitiveness　thrcugh
improvements　in　productivity，　On．the　other　hand，the　service　indus＿
trie§have　been　treated　as　non－traded　goods　sectors　transacted　only　in
the　ho皿e　market　until　now．　But　the　g1obalization　has　changed　this
situation．　Now　ser∀ices　are　also　in　the　sa血e　globa1competition　as
manufacturing，　In　other　words，the　g1obalization　has　tra」nsformed
services　from　non－traded　goods　to　quasi－traded　goods．　The　quasi＿
traded　goods　are　defined　as　traded　goods　internationany　transacted　on
a　sma1ユscale，and　in　these　sectors　competition　between　home　companies
and　foreign　ones　can　be　prompted　by　mutual　expansions　of　inward　and
outward　foreign　direct　investment（FDI）．　Services　have　problems　in
that　they　have　on1y1ow　efficiency　in　g1obal　competition，
　　　　Japan　has　a　structura1distortion　or　the　inefficient　resource　alIoca－
tion　in　the　s1ユpp1y　side　common1y　referred　to　as　the　high　cost
stmcture，　Recently，the　high　cost　structure　of　the　Japanese　econo血y
has　been　discussed　domestica1ly　for　severa1years1．　Refor血s　of　struc＿
t1jra1distortio血have　been　dea］t　wi出as　a　po1icy　issue2．　A　rise　in　the
re1ative　price　of　quasi－traded　goods　to　traded　goods，caused　by　a　fan　in
the　reIative　productivity　of　quasi－traded　goods，brings　about　the　high
cost　econoIny，　Tbe　high　cost　striユcture　is　a　dua1structure　betweeη
efficiellt㎜amfacturing’and　inefficient　services．　It　is　known　that　there
are　many　kinds　of　regu1ations　in　services，which　restrict　enterprises　to
1　See．for　example，Kosai（1996）（1997），Nakata皿i（1997）and　F1jkao（1997）．
2　See」M11TI（1999）．
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enter　new　b．usiness　and　fix　transacted　quantities　a皿d　prices，　Re＿
gu1ations　have　the　effect　Qf　isolating　tbe　JaPanese　工narket　fro］エユ　the
foreign　Inarkets　and91obalizationI
　　　　The　main　purpose　ofthis　paper　is　to　think　about　theJapanese　high
cOst　stmcture　empirica11y　and　theoretica1ly　and　then　investigate　po1i－
cies　to　so1▽e　the　structura1prob1ems－We　approach　the　ec◎nomic
structural　problems　and　show　the　po1icy　prescription　for　resolving
the］n　in　focusing　on　the　supPly　side　of　the　Japan」ese　economy．　Section
2shows　cha㎎es　of　the　Japanese　trade　structure，We　examine　trends
in　comparative　advantages　of　the　Japanese　manufact1ユres，　Section　3
explains比e　doエnestic　industrial　structure　mder　g1obalization－We
examine　what　the　high　cost　econoIny　is　and　why　it　arises．　Section4
shows　the　theoreticai㎜echanism　of　the　high　cost　economy，We
theoretica1ly　co・nsider　why　it　happens，　Section5presents　what　is
necessary　tO　revise　the　high　cost　structure．
2．　Trade　S位・ucture　and　Ef丘dent　Mamufacturing・
2一ユ　Comparative　advan」tages　of　theJapanese　manufactured　goods
　　　　First，we　inspect　co㎜parati▽e　adYantages　of　JaPanese肌anufac－
tures　by　using　the　indices　of　Revealed　Comparative　Advantage（RCA）
deve1oped　by　Balassa（ユ965）、　Figureユshows　the　RCA」indices　of㎜ain
卿」anufactures　in　the1990s，When　the　RCA　i皿dex　of　a　good　is　more
than　1，Japan　has　a　comp劃rative　adv如tage　on　the　good，　Fi馴re　l
suggests　that　Japan　has　co孤parative　advantages　on　the　fo11owing　main」
manufactured　goods；iron　and　stee工，non－electrica1machinery，co皿1p・ut－
ers，electrica1equipm則t　（televisio皿，radio．te1ecQ皿　equiP㎜e皿t　a皿d
househo1d　4PPlial1ices）、electrica1卿achinery，、n工otor　vehicles　and　their
parts，and　ships　and　boats，　For　computers　a口d　e1ectrica1equip皿ent，
boweYer，the　indices．have　declined，　This　si即ifies　that　t加se　goods　are
工osing　Price－coIコ1petitiveness，　Chemica1s　have　litt1e　price－co皿Petitive一
一ness，but　tbe　i工1dex］＝ias　gradua1ly　risen、
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　　　　Second，we　investigate　sources　of　comparative　adYantage　from　the
re1ation　between　changes　in1abour　productivity　and　those　in　domestic
prices，　On　the　assumption　that　the1evels　of　productivity　and　price　in
the　rest　of　the　wor1d　are　constant工y　giYen，the　do1nestic　prices　or　the
relative　prices　of　the　Japanese　goods　to　foreign　goods　are　cheaper　as
the　home　productivity　is　higher．　Tab1e1denotes　the　annua1average
changes　in　labour　productivity，doniestic　prices，and　production　of　main
economic　activities　in　the　1990s，　It　is　observed　that　the　donlestic
prices　fa11with　a　rise　of　productivity　in　chemica1s，electrical　equipment
and　machinery，and　transport　equipment．　0f　course　we　have　to
consider　changes　of　the　foreign　productivity　and　prices　in　the　determi－
nation　of　comparative　advantage．　Roughly　speaking，however，the
comparati▽e　adYantage　sectors　tend　to　ha▽e　low　domestic　prices　backed
by　high　labour　productivity．
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（％）
ProduCtivityDo皿estic　PricesPr⑪ductio皿
I皿dustries 1．016 0．2ユユ 1，422
Manu畑cturi皿g 2．273 1L080 0I507
α1e卿icals 2．960 一ユ．878 2．073
Iron　a皿d　Stee1 一〇．305 一1，655 一2．553
’Non－Electrical　Machinery一1，124 0．151 一2．296
E－ect工1ca1EquiPment　a口d　Machi口ery9，7ユ2 一6．826 7．841
Transport　Eq皿ip瓜e皿t 1．935 ■0．281 1，188
Services 0．698 」0，649 2．247
Cons倣uction 一3．921 1．717 一2，834
Electr蚊y，Gas　and　Water　SupP1ie皇L230 0，652 2．338
’Wholesa1e　and　R遣tail　Trade2．ユ85 一0，438 3，219
Fina凪ce　and　I■s叫如ce 3．996 一0．61ユ 3，262
Real　Estate 1．677 1，7！5 2，007
Transport　and　Co皿mun三cations1，837 一0，785 2，725
Service　Activities O，086 1．247 2，684
Source；4㏄〃蜘1R榊㈱Nα王伽ユλ‘c㎝肋あ，Eco皿o皿1c　a口」d　Soc…al　I■stltu毒e，Cabi口et　Office，
　　　　　　Government　of　Japan
　　　　The　reason　why　electrica1皿achinery　kee．Ps　a　co皿」Parative　adva止
tage　is　that　the　labour　productiYity　drasticaHy　goes　up　and　th」e
do皿estic　price　substantia11y釧s，Whe皿we1ook．㌶ch，anges　in　pro－
d」u」ction，we　can」u」nderst狐d　that　electrica1equi・pmeI1」t抑d狐achin，er．y」
are　now」1eading－the　Japane§e　econo’my．　But　it　is　hypothesi逐ed　that狐
i皿prove皿ent　in　，Producti▽ity　a’nd　a　dec1in，e　in－d◎mestic　prヱce　are
focu－ssedエ皿the　e1ectヱica1mach虹ery　sectors　ha▽工ng　the　h－ig’h’RCA　in－dex，
whi1eprod’ucti▽i蚊goesdow」皿」inthee畑trica1eq皿ip皿entsectorswhere
th－e　RCA虹dex　grea亡1y　d£creases，　Electrical　e．q’uip皿ent　is　a　sector　iエi
which　other　A」sian　countrie§］ユave　r即idly・Pu」r醐ed　Jap、測，so　a　deteho－
ratio皿of　the．RCA虹dex　refIects　a　moye皿eエ1t　i．n　the　e、返port　ori．gin　of
good§　froエロJapan」t◎other　Asian　countries－　　A、皿　in－crea§e　in　pro．ductiv－
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ity　and　a　deCrease　in　d0加eStic　Prices　Occ1ユ「　in　t「anspOrt　equip1llieIlt
（partic汕arly如to血dbiles）and　che孤ica1s凸　The　RCA　index　has　stiu
bee・highintr加sportequip血ent（・notor▽ehic1es，andshipsand
boats）．　And　che血icals　aエe　gaining　co皿parative　ad∀antage　－with　a
gradual　amellioration　in　the　RCA．index．、　Furthermore，th．ese　sectors
are　lead1ing　the　Japanese　econon1y　with　expansi◎ns　in　production．　Iron
a血．d　steel　keep　a　high　RCA　ind欲剛tb　a　fan　in　domestic　price茗but
producti刊ty　and　production　dim．inish　together，　Though　non－e1ectric瓢1
－machi舵ry　inヒllユding　computers　has　statistical1y　he1d　comparative　ad＿
vantage，the　RCA　index．of　computers　has　notably　fa11en．　This｛s
inost1y　due　to　a　decrease　in　productivity　and　productio血，and　a　rise｛n
domestic　price．
　　　　Productive　factors　mo∀e　from1o」w　productivity　sectors　to　h．igh．
prod皿ctivity　ones．　In　other　words，the　specialization　progresses　th－
rough　industria1adjustments．　The　production　shares　rise　in　的gh
productiマity　sectors，　The　share　of　production　in　e1ectrical　equipment
a」nd　machinery　to　tota1production　in　manufacturing　sharpiy　increased
fr㎝12．35％（ユ990）to23．21％（1999）．Inthesameperiodthesharesof
transport　equipmeIit　and　chemicals　on1y　rose　from9．47％to9，82％and
from　7．82％　to　8．93％，respectively．　In　contrast，the　shares　of　non－
e1ectrical　m．achinery，and　iron　and　steel　respectively　fen　froni11．93％to
8，93鴨and　f土om5．76％to4．46％．　The　structura1shifts　have　in亘uence
on　the　trade　structure　through　specializa辻ion．
2＿暑　Trade　stmcture　in　Japa血
　　　　Nextwetakeupthecha正igesintheJapanesetradestmcture．A
drastic　yeηappreciat三〇n　against　the　US　donar　afterユ985shou1d　have
effects　of　putting　a　brake　on　the　surge　in　exports　from　Japan．　The　yen
appreciated　against　the　dol1ar　frcm　＄ユ＝￥238，5　（ユ985）　to　審ユ竺￥
113，9　（1999）、　However，if　the　expor亡　quantulIユindex　is　ユ00　in　ユ985，
that　isユ4ユ．3iエi1999，　The　main　manufacturing　industries　have　com．＿
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parative　advantages　and　the・export　quantities　have　increased　i』1　spite
of　a　yen　appreciation，　T」he　reason　why　exports　have　au，gmented
despite　a　steady　yen　appreciation　is　that　other　Asian　countries，name1y
ANIEs（Asian　Newly　Industrializing　Economies：Korea，Taiwan，Sin－
gapore　and　Hong　Kong），ASEAN4（Thai1and，Malaysia，Philippines　and
Indonesia）and　China，have　experienced　high　economic　growth，　An
increase　of　production　in　these　countries　has　promoted　an　expansion　in
exports　of　Japanese　capital　equipment　including　e1ectrica1and　non－
electrica1machinery，and　transport　equipment．　In　fact，exports　of
capita1goods　have　continued　to　ho1d　comparative　advantages，and　the
皿ain　destination　of　exports　fro㎜Japan　has　shifted　to　other　Asian
countries　since　the　1ate　1980s，　The　share　of．Asian　countries　in
Japan’s　exports　has　go皿e　uP　from　24，1％　（1985）to　40－5％　（2000）、　In
contrast，the　share　of　US，which　js　the　nation　occupying　the　biggest
position　in　JaPan’s　exports，bas　dec1三1ユed　from　37，6％　（1985）to　29，8％
（2000）。　Exports　of　capital　gocds　have　bee口　facilitated　by　expansions
of　FD工from　Jap抑」to　other　Asianρoリntries，because　outward　F．DI　h」as
been　acconlpanied　with　exports　of　capital　goods　used　for　Pro〔iuction　i］：i
the　invested　countries．
　　　　The　Japanese　i㎜・port　structu－re　has　shifted　from　vertical　trade－t0
horizonta1trade，　The　past　Japanese　trade　pattern　was　vertica1trade
or　inter－industry　trade，that　is，indust∫・ia1supp1ies　w・ere　main1y　i皿port＿
ed　and　then　manufactured　goods　卿ade　from」them　were　exported．
However，the　share　of　manufactured　goods　increased　fro皿31．7％（！986）
to　6ユ．！％」（1999），　The　s主ructura／　transfor1皿ation　is．due　to　a　yen
appredaticn　after1985and　expansions　of01』tward．FDI．　These　factors
have　contributed　to　an　increase　i，n　i－nports　of　工皿a皿・ufact皿res．　For
exa，mple，if　the　i・mport　qua．n」tum　index　is100in1985，th－at　is227，8in
ユ999．　Japa鵬se　impOrts　haYe　expanded　even　und－er　the1ong　depression
of　the　ユ990s，　This　signifies　that　ye皿　aPPreciation　has　stiロユu1乱ted
i・1皿port　de㎜」and，　Further－n」ore、｛卿p◎rts　are　increased　fro工皿other　Asian
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nations　accepting　Japanese　FDI．　The　US　share　in　Japan’s　imports　only
rose　from！7．3％（1985）to1819％（2000），while　the　share　of　other　Asian
nations　was　up　from24．3％to4ユ．9％o∀er　the　sa㎜e　periodl　Th｛s
change　is　chieny　due　to　an　increase　in　the　imports　of　cheaper　manufac＿
tures　produced　by　the　Japanese　enterprises　in　other　Asian　nations，
　　　　Structural　changes　from　vertica1trade　to　horizonta1trade　prove
that　the　Japanese　manufacturing　is　adapting　to　gioba1ization．　The　past
∀ertical　trade　was　based　on　the　national　economic　fr’amework．　The
vertica1trade　was　grounded　on　the　econo」mic　stru．cture　of　the”fun－set
type刊or”se－f－circu1ation　type加，namely，an　economic　structure　where
a1l　kinds　of　manufactures　are　domestically　produced　through　i早puts　of
imported　industria1supp1ies，　The　horizonta1trade訂however，can　be
part　of　a　transnationa1　economic　framework，　or　eco血o］エユic　gioba］iza－
tion．　This　trade　patter正i　is　bui1t　on　an　economic　structure　put　in　the
transnationa1economy　through　strong　globaI　economic　i｛nkages　and
interdependence　based　on　an　increase　in　mutua1exchanges　of　manufac－
tureS，
　　　　Japan　has　e1iminated　trade　barriers　to　acce1erate　these　structur釦
ch．anges．　A▽erage　tariff　rates　on　imports　in　Japan　are　the　lowest　in
the　wor1d．　But　it　is　po1itically　and　journa1istica11y　argued　that　the
Japanese　market　is　stil1c1osed　to　foreign　enterprises，　It　is　said　that
the　low　dependence　on　imports（Import－GDP　ratio）is　a　sign　of　the
closed　nature　of　the　Japanese　market，　The　Japanese　Import－GDP　ratio
is　certainly　low．　However，import　quantities　have　continued　to
expand，　It　is　necessary　to　verify　wbether　there　is　a　corre1ation
between　the　Iow　dependence　on　imports　and　market　barriers．　Ac－
cording　to　Figure2showing　I】］1port＿GDP　ratios　in　main　countries，it
can　be　understood　that　the　Import＿GDP　ratio　depends　on　the　size　of
nation，We　use　the　leve1of　popu1ation　as　an　indicator　of　co」mtry
size－As　the　popl』1ation　grows，GDP　te皿ds　to　expand．　Figure2sug－
gests　that　the　Import－GDP　ratio　diminishes　if　the　population　is1arge．
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Tbe　large　countries　h，ave　enough　do皿estic　dema皿d　for　enterprises　to　do
the　n1ass　production，　In」this　Qccasion」the　dolilestic　de・Inand　is　alIn◎st
covered　by　the　domestic　pr◎duction．　As　a　resu1t，the1arge　countrieミ
don’t鵬ed　to　depend　on三瓜。ports　to　satisfy　the　do．皿estic　de狐and．　Aミ
the　c◎uI1try　size　is　s、皿a11，the　market　scale　is　so　sma11－that　the　dom」estic
de㎜」a皿」d　caポt　be　satisfied　with　domestic　production．　Therefcre，the
smaJI　cou口tries　are　co㎜pe11ed　to，h」ave　bjgh　Im」port＿GDP　ratios，
　　　　Mcreover，it　is　general1y　argued　th」at　do皿1estic　de卿a．nd」diver．9es
狐d　the　I卿port＿GDP　ratio　rises象s　p」er－capita　GDP　i凪cre郷es，　Though
砒e　develgped　nation§have　tbe　si皿i1ar1evel　of　per－capita　GD．P，their
I皿port＿GDP’ratios　are　d雌ere口t，　Country　si2e　has　inf1以e卿ed　th－e
degree　of　depe口」dence　o皿i皿port§，　The　di’versified　do．聰estic　de卿」a・nd　is
c◎皿1Pe皿sated　for　by工nas§一Pr⑪ductio皿of　a工I口、ost　aユ1kind　of〕皿a皿ufactures
in　the1arge　countrie§、　Thus　tbe工mport＿GD－P　ratio　has　a　tendency　t0
be　lgw　in比e1班ge　couutries．　T’hi§is　the　reas◎n　why」比e　ratios　i：n　the
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US　and　Japan　are1o柳、　However，it　is　predicted　that　the　recent
expansions　of皿1anufactures　with　structura工changes　fro迦vertica1trade
to　horizontal　trade　necessari1y　put　upward　pressure　on　the　Japanese
Import＿GDP　ratio．　It　is　probab1y　unreaso」nab1e　to　link　the　low　depen＿
denc■e　on　i加p・orts　in　Japan　with　barriers　to　the　Japanese　market．
There　is　also　an　argument　that　the　Japanese　i伽port　levei　is　almost
normaI　from　the　intematio蝸I　viewpoints　though　there　stm　remains
protectionis」㎜3，　Of　course　the　Japanese　government　has　sti11protected
some　sectors　including　agricu1ture　by　using　Non＿Tariff　Barriers
（N’TBs），and　it　goes　without　saying　that　this　trade　protection　li加iting
their　imports　and　decreasing　national　we1fare　should　be　abolished4．
3．　Inef冊dent　Servi6es　ama　the　High　Cost　Ecomomy
3一ユ　Dua1structure　between　traded　goods　and　quasi－traded　goods
　　　　As　mentioned　ab0Ye，industria1adjustments　have　advanced　with　a
movement　of　productive　factors　from1ow　productivity　sectors　to　high
productivity　sectors　in　manufacturing，wh．ere　high　producti▽ity　sectors
ho1d　comparative　advantages七　Roughly　speaking，皿ianufacturing　indus－
tries　are　rather　efficient．We　shou1d，howe∀er，integrate　both血an．u－
facturing　（traded　goods　sectors）　and　ser▽ices　（quasi－traded　goods
Sectors）in　order　to　think　about　the　economic　stmct旭re，　H’ere　we　wil1
exp1ain　that　the　Japanese　high　cost　structure　has　apPeared　with
expansions　in　inefficient　sefvice　industries，
　　　　First　we　take　up　the　transfornユation　of　the　Japanese　economic
structure－　Tables2and3show　GDP　and　employment　respective1y
dassified　by　eco血o血ic　activities．　They　show　a　contrast　between　a
contrac亡ion　in　皿anufacturing　and　an　expansion　in　services，　It　is
evident　that　the　service　industries　are　given　con．siderab1e　weight　in　the
3　See，for竈xamPle，Saxonhouse（1993）and　Drysdale（1995）一
4　See　Sazanami，Urata　alld　Kaw’ai（1995）．
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伽皿 W鹸r TradeI皿sur㎜ceEstate⑫皿皿mi・ ACd触eSS山畑 c独on
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！992 23，0 61，5 9．9 0．6 ユ7．1 3．2 1七5 5．6 23，6
！993222 52，6 ！0，1 O，6 ／7，3 3，2 1号5 5－7 24，2
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1995 2◎上6 製，6 194 0－7 1ア6 事．2 1，5 5－8■ 25，4
19962Q号3 65．1 1O．5 0．7 17．8 3．1 ！，4 5．9 25．7
1997 20，！ 65，7 10，6 0，7 1〃 3．O 1．4 5－9 26，4
1998194 66，5 103 0，7 ユ又9 3，1 1．5 5－8 272
1999 19，0 66．8＾ ！α3 o．7 18，1 3，0 1，4 5，9 27，4
S⑪町鰐 λ、榊〃堆卿㈱・晦榊u，6榊鵬阜、ECO聰⑪mjC側d§OC工alReSea・ChInStitute，
Cabi鵬t　Office，G⑪vemme皿t　of　Japan
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Japanese　economy，　Tables2and3su99est　the　fo工工owingI　First1yゴthe
shares　of　both　production　and　e血ployme瓦t　have　fallen　in　manufac－
turing二　None　the1ess．theエnan1ユfacturing　industries　are　more　efficient
than　the　service　ind1ユstries－　Secondly，however，services　are　ineffi－
cient　in　spite　of　rises　in　the　shares　of　both　production　and　emp1oy一
一血ent．　The　rate　of　decrease　of　production　is　less　than　that　of　emp1oy＝
血ent　in　manufacturing，　On　the　otber　hand，the　rate　of　increase　of
production　is　Iess　than　that　of　emp1oyment　in　services．　In　other
words，the　productivity　gro双th　in皿ianufacturing　is　higher　than　that　in．
services．　The　Japanese　economy　has　had　a　more　inefficient　structure
grounded　on　services　year　by　year，
　　　　We　now　investigate　a　gap　of　productivity　between　manufacturi㎎
and　ser▽ices　in　detaiL　See　Table1again，which　shows　the　annual
aYerage　changes　of1abour　productivity，domestic　prices　and　production
in　manufacturing　and　services　in　the1990s．　It　is　ob▽ious　that　produc－
tivity　in　manufacturing　is　higher　than　that　in　services．　Domestic
prices　fa11with　higher　efficiency　in　manufacturing．　They　rise　in
services，a1though　productivity　goes　up　in　the1990s．　This　sym血etry
means　that　services　are　more　inefficient　than　manufacturing．　In　par＿
ticular　production　in　inefficient　services　expands　more　than　that　in
efficient　manufacturing．　The　high　cost　structure　in　the　Japanese
econo皿〕y　originates　from　relatively　］arge　expansions　of　production　in
inefficient　serYices．
　　　　The　sectors　of　who1esaユe　and　retail　trade，finance　and　insuran．ce，
and　transport　and　communications　have　a　rise　in　productivity　and　a
fan　in　domestic　prices，so　they　are　rather　efficient　in　services．
Communication　services，however，have　a　reduction　in　domestic　price
（一5巾230％，annua1average　changes　in　the　1990s）and　an　expansion　of
production（十10，735％），but　transport　services　have　a　rise　in　domestic
price（十ユ、350％）and　a　decrease　in　production（一0，419％）．　Thus，aIl
1ユpturn　of　productivity　and　a　fa11of　do皿i．estic　prices　in　transport　and
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communications　are　supPorted　by　stron．9improve皿1e口ts　of　prod1ユctivity」
in　commu皿口ications，　An　unreasonab」！e　relation　between　an　i・卿prgve皿ent
of　productivity　a皿d　a　rise　of　prices　is　seen　in　the　seCtors　of　electrica1，
gas　and　water　supplies，real　estate，and　service　activities．Moreo’ver、・
construction　services　have　had　a　j＝a1l　of　ProductiYity　in　the　1990s．
Tbese　inefficient　sectors　account　fcr　aro・u皿d　．60．％　in　total　services’
production　and　emp1oym－en」t　in　Tables2and3，　Low　productivity　in
these　sectors　has　had　a1arge　effect　of　pushing　uP　Prices　of　services
and　is　a　main　cause　of　the　high　cost　structure　of　the　Japanese
economy．　Government　activities　also　brin．g　about　the　high　cost
economy，　The　govem’皿ent　has　tried　exp抑sions　of　domestic　demand
by　sPe口ding　on　Public　works－to　overco皿e　the　depression　in　the
1990s－　Tab工es2a皿d，3su99est　t止at　expansio口ary　fiscaユpo1icies　have
contributed　to　the　absorption　of　e正np1oy・．コ皿」ent　in　constructiQn　services
where．production－h」as　diminished，　At　the　same　ti㎜e　prices　in　pub1ic
services　including　e1ectrica1，9as　and　’water　supPlies　are　officiauy
re．馴1ated　and　determin」ed　by　the　goyernme二nt－s　per㎜ission一、、Therefore，
swo11εn　govern．men，t　activities　are　a　factcr．leading　to　th」e　Japanese　high
COSt　eCOnOmy．
　　　　Adeclineinthere1ativepro中ctivityofquasiHtraded－goods－is
re1eva工1t　to　an　uPturn　of　the　relative　prices　of　quasi－traded　goods．
Tab1e　！a1so　show・s　trends　in　prices　of　traded　goods，quasi－traded
goods　and　ind」ustries　i、口　the　1990s．　’Prices　of　t工aded　goods　have　a
，tendency　to　fa1l，w1ユich　r貝f1ects　im，prove㎜ep」t　of　productivity．in
エnanufactur加g．　However，prices　of　quasirtraded　goods　tend　to　go
’uP，　It　is　ow」i・ng　to　that　a．n」i則Prove皿ent　of　Productiv・ity　can’t　cover　the
increase　of　prgduction　cost　in　serYices－　And　prices　of　industries　stay
貝ユmost　stab－e　because　the　r二se　i；n　prices　cf，quasi－traded，go◎ds　is　offset
by　t］：1e　fa迦in　prices　of　traded　goods，　In」9eneral　t血e　relative　prices　of
qu」asi－traded　g◎ods　to　traded　goods　rise　lnot　onlly　i工1Japan，but，also　in
other　adva皿ced　countries　（for　exa皿p1e，the　US　鋤d　G．erm包ny）、　Ho
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Fig皿e3　Purchasing　Power　Parity…md　No皿i皿al　Exchange　Rate
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　　　　　　　　　　　　So皿rce：1械舳f㎞；乃伽伽刎∫肋恋脆s，工MF
wever，the　gap　between　the　two　prices　is　bigger　in　Japan　than　in　other
developed　nations5．
　　　　The　high　cost　structure　makes　Japanese　prices　high　internation－
ally，　Figure3demonstrates　the　actual　nominal　exchange　rate（yen／
do11ar）and　the　theoretical　exchange　rate　or　the　Purchasing　Pow℃r
Parity（PPP）．　The　Japanese　high　cost　economy　may　a1so　be　understood
from　the　theoreticauy　measured　exchange　rate　on　condition　that　the
benchmark　year　is1973when　intemationa1monetary　system　shifted
from　fixed　exchange　rates　to　fiexible　exchange　rates．　Figure3shows
the　gap　between　the　PPP　on　the　Unit　Va1ue　Index　of　Exports　which　is
equal　to　prices　of　traded　goods　and　the　P」PP　on　the　Consumer　Price
Index　of　which　a　large　part　is　composed　of　prices　of　services．　Firstly，
the　former　has　revalued　becal1se　of　higher　efficiency　in　traded　goods．
And　the　actual　nomina1exchange　rate　has　a　simi1ar　trend　to　the　PPP　on
5　See　MlT1（ユ998）．
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the　Unit　Value　Index　of　Exp◎rts－except　in－the　ear1yユ980s　when　the　US
government　adcpted　a　strong　do1lar　policy，　In　other　wcrds　the　actual
exchange　rate　and　the　PPP　of　traded　goods　have　a　tendency・to　vary
cOrrelative1y，0r　the　actua1exchange　rate　is　easi1y　influenced　by　the
PPP　of　traded　goods－　Seco．nd／y，the　theoretica1exchange　rate　on　the
CPI　（prices　of　quasi＿traded　goods）devalues　more　than　tbe　ac軸al
exchange　rate　corre1ating　to　the’PPP　of　traded　goods，　This　means　that
the　price1eve1is　higher　in　Japan　than　in　the　US．　This　is・w・hy　the　CPI
signifies　the1iviエlg　cost　for　the　Japanese　peop1e．　For　example，the
actua1average　exchange　rate　in1999is鴉1＝￥113．9，whi1e　the　PPP　on
the　CPI　is＄1：￥182－8－　Tbough　the　Japanese　people　faced　＄1＝￥
！ユ3．9in　name　at　that　tim」e，they　were　forced　to1ive　at　the1eve1of61；・
￥！82，8in　fact，　Therefore，the　price1evel　in　Japan　is　about！，6t工nles
as　high　as　that　in　US（ユ82，8divided　byユユ3，9皿akesユ．6）。　To　put　it
simply，it　is　this．9ap　that　de皿onstrates　the　h」igh」cost　i工1Japan．　The
rise　in　th－e　relative・Price　of　quasi－traded　goods　to　traded　goods　causes
thεJapanese　price　level　tc　be　internationally　higher，
3－2　W」hat　prob1ems　does　the　h－igh　cost・structure　bri㎎about　in　t1he
　　　　JaPanese　economy？
　　　　Tbe　Japanese　high　cost　structure　brings　about　the　fo11ow・ing
proble㎜s，　First，there’haY・e　still　re．mained皿any　obstac1es虹services，
particularly　in　the　sectors　of　e1ectricity，9星s　a皿d　water　suPP1ies，
貨」口抑ce狐d畑surance，a皿d　transport如d　co㎜mu皿icatign，which　ca、皿
・孤一ake　their　Prices　expensive．　These　are　gfficial　regu1atio皿s　that　c◎一
n」s仁rain　th」e　entry　of皿」ew　co則Petitors，adjust　q」ua．口tities　in　order　to　kee．P
the　ba1a皿ce　between」de卿」and　and　supp1’y，and◎blige　e皿terp．rises　t◎ask
for亡hegovem皿e砒’§Per、皿is§i0Qi、皿deter皿inatio皿」ofprices，HoweYer，
there　rem，ai皿fe双offici貧1regu」Iations　in皿狐uf雄加r虹g．　Tab1e1sh◎ws
七hat　the　productiv」ity◎f’皿an以facturing　in’wb」ich　free　eco口、o皿ic　ac直viばes
are　a且1owed　i皿proyes　more曲則that　of　seryices　in　which　tb」ere．h鮒e
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st汕remained　many　regulations6，　Regu1ations　ha▽e　treated　efficient
enterprises　and　inefficient　ones　in　the　same　sectors　equaIly，　As　a
resu1t，they　can　be　the　obstacles　that　defer　coinpetitio」n　among
enterprises，　At　the　same　time　they’」prevent　foreign　enterprises　from
entering　the　Japanese　market．　The　govern肌ent　usua11y　adopt；po工icies
giving　a　helping　hand　to　inefficien．t　companies．which1eads　to　the　high
cost　economy　or　internationally　higher　prices　in　Japan．　0f　course　the
government　has　impIemented　deregu1ation　in　some　sectors，for　example，
in　e1ectrici奴supP1ies　and　communication　ser∀ices．　Dere9皿1ation　in
e1ectricity　supplies　has　induced　the　entry　of　new　competitors　and
reduced　prices．　And　dere馴1ation　in　communication　services　has　pro＿
lnpted　a　rise　in　producti∀ity　and　cost　reductions　through　techno1ogy
advances，and　created　new　investment　de血and．　Re1axing　restrictions
is　necessary　for　services　to　raise　efficiency　through　competition，
　　　　Second，the　service　industries　are　behind　in　adjusting　themseives
to　glo1〕alization，　This　prob1em　is　related　to　the　first　one．　The　manu－
facturing　industries　are　adapting　to　gIoba1ization　in　keeping　high
prcd」uctivity，　Globalization　has　changed　services　from　the　non－traded
goods　sectors　to　the　quasi－traded　goods　sectors　through　gIobal
competitioIi．．　But　regu1ations　reject　g1obai　co皿petition．in　ser▽ices，
Many　service　industries　ha▽e1ittle　international　competitiveness　be－
cause　of1ow　productivity．　Tabie4shows　the　indices　of　competitiYe＿
ness　of　trade　i」n　ser▽ices．　As　the　index　of　a　service　is　close　toユ，the
service　gains　competitiveness，　On　the　contrary，as　the　index　is　close
to　－1，the　ser▽ice　loses　competiti▽eness，　丁一he　indices　tend　to　i血一
prove　in　commnicati㎝serYices　an．d　financial　services，We　can
obser▽e　an　increase　oi　productiv’ity　in　these　sectors　from　Table　1，
How’ever，insurance　services　have　little　colIipetitiYeness　in　spite　of
6Si1皿ilar　verificati㎝is　demonstrated　in　Warren（1997）a口d　EPA（1999）
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（F・eight〕PassengeT Ser刊ces S直岬1㏄s Servl㏄sServi㏄s
ユ99ユ 0．ユ0 一0．7ユ 0．25　　－O．75 一0，43 0．24一〇．03 一0．89
1992 0．14一〇．73 O．26　　－O．76 一0，61 0．37一1．46 一〇．77
1993 O．06一0．73 0．17．一0．77一〇．55 O．39一0．92 一〇．66
1994 0．02一〇．73 lO．14　　－0．80一0．25 0．36一〇．75 一0．50
1995 一〇、03 一〇．72 0．08　　－0．84 一〇．25 O．34一〇．79 一0．19
1996 一C，17 一0．70 0．07　　－O．80 一0．15 0．10一〇．59 一〇．02
1997 一〇．13 一〇．64 0．18　　－0．77 一0．11 O．ユ8 一0．71 一0．18
ユ998 一0．ユ0 一〇．55 lO．2ユ■　一〇．77 一0．16 O．ユ7 一0．95 一0、ユ4
1999 一0．07 一0．57 O．17　　－O．81 一0．29 O．ユ4 一1．03 一〇．ユ4
2000 一〇．06 一0．6ユ O．11　　－0．81 一C．17 0．ユ9 一0，84 一〇．21
　　　　　　　　　　　　　　　　　　　　　　　　Credit－Debit
Note：I衙de互of　Competitiveness！　　　　　　　　　　　　　　　　　　　　　　　　Credit＋Debit
So1ユrce：8α〃伽邊qlp蜆μ械8舳舌κ砂，Bank　oi　Japan
efficiency　in　the　sector　cf　finance　and　insurance．　The　index　gets
worse　in　sea　transport，　Air　transport　for　freight　has　competitiveness，
whi1e　the　i．ndices　are　always皿egative　in　air　transport　for　passengers
and　travel，　Transport　services　have　had　a　rise　in　domestic　prices　and
a　reduction　in　production．　Construction　services　have　had　competi＿
tiveness，but　the　index　continues　to　dechne，which　is　reiated　to　a　fall　in
productivity．　RoughIy　speaking，competitiveness　is1ow　in　services
having1ow　producti▽ity　or　high　domestic　prices，and1ow　competitive＿
ness　in　service　trade　ref1ects　internationany　higher　prices　of　quasi－
traded　goods．Many　servi㏄s　have　stm　been1ocated　in　the　nationa1
econo㎜ic　fra㎜ework　opposed　to　g1oba1ization，
　　　　Third，al1industries　are　forced　to　domestical1y　use　more　expensive
services　as　intermediate　goods，　Table　5　summari2es　the　relation
between　inputs　and　outputs　by　c1assification　of　economic　activities，
The　ratio　cf　inputs　of　services　to　total　inputs　is　about50％in　services
and　has　h．ad　a　tendency　to　rise，　This　means　that　the　development　of　a
particular　service　sector　exl⊇ands　the　other　service　sectors．　Table5
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丁田1，1e5　Input　and　Outpl1t　classified　by　Econol－lic　Activi岱es
（％）
M血ufacturi皿9 Ser切ces
1990 ユ995 1999 1990 1995 1999
Input／Outp旭t 64．9 62．9 62．4 37．1 35．2 34，4
一’…　’　■」　■　1’」11■　　　一　■一　一L＾一　　，’＾　　＾ 1　＾川u’　」　■　’　｛■1 甘　■　　L 、’｝一」＾’｛＝＝I
InP皿t　of　Services／O皿tput（1！．0） （11，3） （18．8） （！8－4） ■
Value　Added／Output35．ユ 37，1 37，6 62．9 64，8 65－6
Co皿p巳osation　of　Employees／0血tp咀t王7．8 20．2 20．6 29．7 3工。7 3！、2
So甘ce二λ珊棚伽1五召肋例」V〃㎞1λむ6伽伽歯，Econol工1ic　and　Socia1Rese艀c正1Instit血te，Cabil1et
　　　　　Ofiice．Govern．血ent　ofJ盆pan
a1so　su99ests　that§erYices　be1ong　tc　labour－intensi▽e　sectors　in　which
the　ratio　of　wages　to　outputs　is　re1ative1y　high，　According　to　the
Heckscher－Ohlin　theorem，wages　are　relativeIy　higher　com．pared　to
capita1rental　in　Japan　where　there　exists　an　abundance　of　capitaL
Therefore，since　high　wages　can’t　be　covered　with－ow　productivity　in
services，the　high　cost　pcommy　emerges．　As　the　H－0theorem　shows，
Jap加　now　has　comparative　advantages　on－traded　goods　（capita1－
intensi▽e　goods）and　comparative　disadvantages　on　quasi－traded　goods
（1abour－intensi▽e　goods），　The　i皿portant　prob1eIn　is，howe∀er，that
there　is　a　possibi1ity　of　hollowing－out　in　the　Japanese　mamfacturing　if
the　high　cost　structt■re　continues　to　be　ignored，　The　ratic　of　inputs　of
services　to　tota1inputs　is　around20％in　lnanufacturing　and　has　tended
to　go　lユp．　亘igher1e▽e1s　of　services　used　as　inputs　in　other　sectors　wi11
decrease　the　price　competitiveness　of　Japanese　manufactured　gocds，
There　is　aIi　objection　to　this　point7．　According　to　this　ar」gument，the
manufacturing　industries　maintain　comparati∀e　advantages　eve台though
they　use　exPensive　services　as　inputs，and　hence　the　high　cost　struc－
ture　of　the　Japanese　ecol1omy　isnづt　a　significant　economic　prob1e血、
7　See　Yosbitomi（1996）（1997）昔
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H－owever，the　Japanese　manufactμriエig　enterprises　don1t　a1w・ay・s　use
ccst1jer　services」made　in　Japa皿　as　in士ermediate，goods　under　gIo－
b．a1ization，　They　can　de瓜and　chea．p．er　services　in　forei，gn　countries
through　overseas　production．As　o1ユtward　FDI　expands　in　efficient」
．man」ufacturi，ng，there　wi1l　remain　on1y　ineff工cient　services　domesticauy，
狐d　then　the　Japanese　economy　wi1l　po§sib1y　experience　tbe　ho11owing－
out　in　man皿facturing　and　the　technologica1decay8，　It　is　ineyitab1e　and
natural　that∫apanese　manufactures　win1ose　the　price－co〕1lpetitiyenesS
with　the　catching－up　of　ANIEs　and　ASEAN4．　The　base　of　econo皿ic
structure　shifts　from　manufacturing　to　services　with　economic　deve1＿
opment．　Hence，Japan　wil－have　to　deve1op　efficient　and　upgraded
serv三ce§whic’h　wil1be　able　to　succeed　to　the　position　of　co．m」parative
ad▽antage　after　manufacture§、
4．　’Theoretica1Mechanism　of　th③日二gh，Cost跳onomy
　　　　We　now　exp1ain士he　theoredca1皿echanism◎f　the　Japanese　bigh
cost　econo皿y－　Of　c◎urse　NTBs　restrict　i皿ports　of　agricuユtura1prod，
ucts　and　have　effect　of　raising　the　Price　leveL　But　the　effect　of
・protectionism　on　a　rise　in　the　price1evel　is　smal1because　the　agricuト
tura1sect◎r　occupies　only2％in　tota工production．　The岬a加eIement
leading　to　tbe　high　cost　econo皿y　is　t1〕」e　re1ative　expansion　of　inefficient
SerViC」eS，
　　　　We　take㎜p　a　two－ccuntry皿一cde1，na㎜e1y　Jap狐and　the　US．，L－et
・us　suppose　that　b◎th　the　Japanese　peop工e　a皿d　the　American　people　have
the　sa皿e　preferen」ce　or　the　same　con－sump」tion　strμct叫e三　Let二P＝the
genera1price　1eve1　il：i　Japa皿，Pτ　＝　the　home－Price　of　traded　goQd§，
8　The　h⑪11ow虹．g－o口t　is　ge呵■era11y　defiエ1ed　as　a　falい］口price1cc皿petitive・町e§s　of　h」⑪皿e
goods　a皿」d　a　reductio聰」in　ma皿ωac則ri，ng　acco皿pani，ed」by　expa皿一§エ⑪ns　in一⑪’utward’FD工，
・皿dth一・de曲P卿即tgfthe・e㍗鵬遣・・卿卯y・E・p・ci・lIパb・tecb聰此9iCa〕deCayiS
o’fte皿伽虞ussedi．nthisp・αb1εm
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pQ＝㎞ehom・p・i・・of叩・・i－t・・d・dgo・ds（・n・・t・・isk・・p…cript
wm　indicate　foreign　variables）一We　assme　that　the　general　price
leYeユis　sin工ply　determined　o」n．the　basis　of　the　linear1y　homogeneous
Cobb－Douglas　function　of　the　first　degree9，　Then　the　price］e∀e1s　in
Japan　and　the　US　are　respectively　indicated　as　fo11ow’s．
　　（ユ〕」P＝即・PQ1一蜆
　　（2）P’草＝Pデリる亡1■也
where　the　constantαis　positive　but　less　than　1，and　is　eq11a1to　the
elasticity　of　the　general　price　with　respect　to　the　price　of　traded　goods，
that　is，the　change　in　the　generaI　price　工evel　brought　about　by　the
change　in　the　price　of　traded　goods．　On　the　other　hand，the　constant（1＿α）
is　the　elasticity　of　the　gerieral　price　to　the　price　of　quasi－traded　goods．
　　　　International　arbitrage　of　traded　goods　is　rea1ized　under　g1oba1
free　trade．　And　if　the　nominaI　exchange　rate（yen／do11ar）is　denoted
by島th・f・1l・wi㎎・xp・・s・i…b・・ti・t・m・ti・・ala・bit・・ξ・i・i・t・・d・・一
ed．
　　（3〕1〕τ＝・即
Furthermore，t」he　following　re1ation　is　derived　by　reso1」ving’the　siInu1ta－
neous　equations　from　the　expressions（1）～（3）、
（・）誓一1小
　　　　The　expressicn（4）shows　how　the　PPP　is　determined．　The1eveI
of　exchange　rate　theoretical1y　depen．ds　on　the　general　price1eve1in
Japan　and　the　U’S，nam．e1y　P　and．P｝，and　the　relatiYe　price　of　traded
9　In　this　case　we　take　up　traded　goods帥d　q皿asi－traded　go⑪ds　as　fi口劃1c011sumer
goods．Therefore．there　is目defect　that　we　d伽’t　treat　quasi－traded　goods　as　intermedi－
　ate　g’◎ods－
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goods　to　quasi－traded　goods　iI！Japan　and　the　US．that　is，（PT／PQ）and
（1〕戸〃Q＾）．　If　we　suppose　that　the　genera1price　leve1in　the　US　is
co・stant，ariseintheJapanesege・e・a1priceleve1（ariseinP）causes
a　yen　depreciation　against　the　dol1ar（an　increase　in2）．　In　contrast，a
fa1l　brings　a　yen　apPreciation　against　the　dol1ar．　If　the　general　price
leve1in　Japan　doub1es，the　exchange　rate　a1so　doub1es．Moreover　the
prices　of　traded　goods　and　quasi－traded　goods　doub1e　together，and　the
re1ative　price　remains　un■changed．　This　is　a　property　of　the　linearly
homogeneous　Cobb－Doug1as　fulユction　of　degree　one．
　　　　Figure4il1ustrates　the　relatiqn　between　the　general　price，the
price　of　traded　goods　and　the　price　of　quasi＿traded　goods　from　the
expression（1）一　The　vertical　and　horizonta1axes　denote　the　price　of
traded　goods　and　that　of　quasi－traded　goods，respective1y．　The　curves
drawn　there　represent　the　combinations　between　the　price　of　traded
goods（PT）and　that　of　quasi－traded　goods（PQ）that　maintain　a　constant
generaI　price　leve1（P）．　It　is　named　the　Price　Stability　Curve．　The
Figum4　Price　Stability　C1ユrve
　冊㏄s　of
T㎏ded　Goods
戸』渦
田 ???
侍　　　　　　　　λ
Pデ　」τ■≡■フ」3
杓
乃
＾”杓Pポ 　　　肺CeS　OfQuasi＿伽ded　GΦods
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price　stability　curve　has　the　same　characteristics　as　an　indifference
curve．　（a）each　price　stability　curve　corresponds　to　each　genera1price
1eve1．　（b）The　price　stability　curves　have　negative　s1opes．　（c）The
curve　further　out　to　the　right　shows　the　combinations　betweel〕prices
of　traded　goods　and　those　of　quasi－traded　goods　that　yie1d　a　higher
genera1price　leve1，　（d）The　curves　can’t　intersect　each　other．　（e）The
curves　are　convex　to　the　origin．
　　　　Table1shows　that　the　genera1price　leve1，which　is　a1most　equal
to　the　prices　of　industries，has　had　a　stab1e　transition　in　the1990s，and
that　a　rise　in　the　prices　of　quasi－traded　goods　and　a　fa1l　in　the　prices
of　traded　goods　have　occurred　in　the　same　period－　These　changes　are
diagrammatica11y　represented　by　a　shift　from　the　pointλto　the　point　B
a1ong　Po　Po　in　FigrLlre4，　The　re1ative　price　of　quasi＿traded　goods　to
traded　goods　increases　from（1〕T／1〕Q）to（1〕デ／PQ’）despite　the　stabIe
general　price1evel．　On　the　presupPosition　of　this　re1ation，we　can
discuss　the　mechanism　of　the　high　cost　economy　from　Fi馴rε5by
drawing　an　equation（4）．　The　vertical　and　horizontal　axes　in　Fig皿re5
respectively　indicate　the　nominal　exchange　rate（θ）and　the　genera1
price1evel　in　Japan　（P）．　Now　the　price1eYel　in　the　US（P｝）is
Nom㎞射Exch㎜ge㎞te
αe〃Dol1π） （芸）’
3＝
λ
（宍）．
召o …一□…一一　一L1一一■■　’■一I－I■
一づ∴！’に　　　　／
（蔦プ
3I
?????ー???
（篶）．
／
Figuro5　Theoretical　Mechanism　of　High　Cost　Economy
　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　1一且／一Lll1卜
PI　　　ハ
Price　Leve1i皿Japan
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assumed　to　be　unchanged．　At　the　sa111e　tiIne　the　American　prices　of
traded」goods　and　quasi－traded　goods　a1so　remain　constant．　Then　a
straight1ine　is　given　to　plot　the　expression（4）．　The　s1ope　depends　on
the　re1ative　prices　of　traded　goods　to　quasi－traded　goods　in　Japan　and
the　US．　If　the　Japanese　price1evel　is　put　at　the　leve1of　Po，the
exchange　rate　wiIl　be　determined　at　the1evel　of20．　The　exchange
rate2c　is　consistent　with　the　PPP．
　　　　Why　is　there　a　gap　between　the　actual　exchange　rate　and　the　PPP？
Why　does　the　high　cost　economy　arise？We　reconsider　a　shift　from　the
pointλtothepoint8inFigure4．Ariseinthere1ativepriceof
quasi－traded　goods　to　traded　goods　decreases　the　slope　of　the　straight
line　in　Figure5－　Even　though　the　genera1price　is　maintained　at　the
1eve1of1〕o，a　rise　in　the　re1ative　price　of　quasi－traded　goods　causes　a
movement　from　the　pointλtc　the　point　B　in　Figure5and　a　change　of
the　exchange　rate　fromθo，toε1．　Thus　the　yen　appreciates　against　the
do11ar　in　spite　cf　the　stab1e　genera1price1eve1，　As　a　result，the
Japanese　price1eveI　Po　is　higher　at　the　new　Ieve1of21．　This　is　the
theoretical　mechanism　of　the　high　cost　economy．　The　Jap－anese　high
cost　econ」omy　resu1ts　from　a　rise　in　the　relative　price　of　quasi＿traded
9・・d・…f・11i・th…1・ti・・p・・d・・ヰi・ity・fq…i－t・・d・dg・・d・・
　　　　Raising　efficiency　in　quasi＿traded　goods　sectors　redresses　the　high
cost　structure．　If　the　quasi＿traded　goods　sectors　have　an　iIilprovement
of　productivity　at　the　same　rate　as　the　increase　of　productivity　in　the
traded　goods　sectors，　the　relative　price　of　quasi－traded　goods　is
mch・㎎・d・tth・1…lof（P・侃）・・（Pぺ／P。”）・・dth・g…r・lp・i・・
fa1ls　from　the1e▽el　of　Po　a1ong　the　curve　Po1〕o　to　the1eve1of1〕ユaloqg
the　curve1〕11〕1in　Figure4，　These　transitions　are　represented　as　a
shift　from比」e　point8to　the　point　C　in　Figures4and5．　Then　tbe
actu迅1exchange　rate　would　coincide　with　the　PP．P　at　the1evel　of21
through　a　decrease　in　tbe　genera1price　accompanying　a　reduction　in
the　price　of　quasirtraded　goQds，　The　Japanese　high　cost　eco．nomy
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wOuld　disappear－
5．Towards　Co皿㏄tim　of　the　High　Cost　E60mmy
　　The　high　cost　structure　resu1ts　from　a　dua1structure　between
efficient　manufacturing　and　inefficient　services．　Now　the　manufactur－
ing　industries　have　high　price－competitiveness　supported　by　high
prodljctivity　and　accommodate　globa1ization，while　a　large　part　of　the
service　industries　have　little　internationa1co血petitiveness　because　of
high　cost　or1ow　productiyity．　However，it　is　inevitable　that　the
Japanese　manufactures　wiu　1ose　comparative　advantages　with　the
catching－up　of　ANIEs　and　ASEAN4．　It　is　a　fact　that　they　haYe
continued　to　lose　comparative　advantages　over　the1ong　run－　The
service　industries　will　have　to　l〕e　more　efficie皿t　to　take　over　the
position　of　comparative　advantage　from　the　manufacturing　industries－
What　is　necessary　to　reform　the　high　cost　structure　in　Japan？And　how
does　the　Japanese　economy　adapt　itse1f　to　globa1ization？
　　　　Firstly，it　is　necessary　to　deve1op　human　capita1in　the　service
industries　and　to　realize　the　efficient　human　resource　a1location．
Services　are1abour＿intensive，so　intemationaHy　high　wages　in　Japan
inevitab1y　create　a　high　cost　econo㎜y　because　of1ow　productivity，and
reduce　the　international　competitiveness　of　serYices．　Services　cou1d
overcome　the　high　cost　through　the　growth　of　human　capital－　For
example，we　can　say　that　expansions　in　communication　services　and
financia1services　main1y　rely　on　improYements　in　productivity　through
the　growth　of　human　capita1．　These　sectors　particular1y　emp1oy1a＿
bour　forces　with　much　inte11igence，　The　inte1ligent　labour－intensive
sectors　have　higher　productivity　than　the　general　1abour－intensive
sectors．　These　sectors　yield　the1arge　va1ue　added　with　high　produc－
tivity　that　can　compensate　for　the　high　cost　of1abour－
　　　　Secondly，it　is　necessary　to　carry　out　the　structural　reform　of　the
Japanese　economy　as　a　policy　agenda．　There　is　a　contrast　between
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肌anufacturing　with．high　productivity　apd　services　with1ow　productiv－
ity，which　is　due　to　a　gap　between皿a皿ufacturing　with　few　regulations
and　services　with　m－any　regω乱tions．　Dere即」lation　would　contribute　to
improven1ents　of　efficie皿cy　in　services，　A」ccording　to　the　effects　of
econo皿ic　structura1refoms　ca1culated　by　M」ITI　and　Sanwa　Research
Institute　＆　Consulting　CorporatiQn　（2000），deregula直on　in　services
wou1d　play　the　role　of　expanding　GDP　by2．38％through　raising　the
productivity　and　creating　new　dema口d．　In　particu／ar　the§e　effects　are
1arger　in　co皿munication　a二皿d　information　services，fi皿ancia1§ervices
and　medica1services，where　intel1igent　labour　is　utilized，　For　exa㎜．
ple・econo㎜ic　reforms　in　com㎜unication　a口d　inform」at三〇n　services，
finλncial　services　and　medica1services　w・ould　increase　GDP　by1．48％，
0，34％and0．38％，respectively．　Derqgu1ation　is　an　effective　p◎1icy　to
…iseth・high…t・t・u・t…／h…9h・・i…f・ffi・ie・・yin…vi…．
　　　　Third1y，it　is　necessary　to　abolish　barriers　to　trade　in　serYices
from　an　il〕temationa1viewpoiエ1t．　According　to　amther　ca1cuユatio口by
MITI（2000）。the　libera1i2atiorl　of　trade　i皿肌anufactured　goods　wou1d
皿ake　Jap則’s　GDP　exp狐d　by　only　0，07％，・whi1e　tbat　oj　trade　in
services　would　increase　it　by2－95％，　On　the　other　hand，ユthe　US’s　G1DP
would　expand　by　Q．02％　througb　trade　liberalization　in　］ma凪ufactured
goods，whereas　it　wou1d　iPcrease　by　1，51％　through　that　in　services．
The　effects　of　e1iminatio皿of　service　barriers　on　a」n　expa皿sion　of　GDP
in　Japan　are　the　biggest　in　the　wor1d，　This　suggests　that　Japanese
services　are　m．ore　inefficie皿t　a皿d　higher　intemationaユ1y，　Of　cour鎚
d・・e9・蜘o・t・t・adeinsel・・ic・swo・lda1・・b・i㎎ab◎utani皿cr．as．i．
inward　FDI　which　would　pro皿pt　coInpe匂tio皿betwee皿Japanese　co皿par
nies　and　foreig；ローo鵬s．Econoエ皿ic　g1◎ba1ization，whicb　is　partly工ead　t0
by　trade　Iiberaユi獺tion虹gocds如d　seryices，will　contribute　to　the
intemati㎝aユarbit工age・fpricesnotonlyQftradedgoods，b・t，als．cf
q螂i－t・・d・dgo・d・・A皿dtb・a・bi晩9・・fl・b・口・一i雌皿・i・・．q螂i一
’晩d・d9◎・d§珊il11eadt・theglobaleq蝸屹atio皿◎fwages狐dtheL邸t
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ef丘cient　resource　a11ocation　in　the　wor1d　economy　as　the　H＿O　theorem
proves・
　　　　Thus　a11industries　including皿anufacturing　and　services　wil1end
up　in　g1oba1competition．　In　this　sense　the　structural　reform　through
trade］iberalization　in　services　wi11a工so　have　the　effect　of　correcting
the　high　cost　structure　of　the　Japanese　economy．　Time　has　come　when
the　Japanese　economic　system　shcu1d　turn　from　outward　oriented
system，which　is　particular1y　based　on　expa－nsions　of　exports　of
manufactured　goods　and　outward　FDI，to　inward　oriented　system，
whlch　alms　at　expanslons　of　trade　m　serv1ces　and　mward　FDI　through
deregulation．
　　　　Now　the　Japanese　economy　is　deflationary，but　expensive．　Exc－
h」siye　two　targets，stopping　fa11ing　prices　through　creation　of　innation
and　reducing　production　cost　through　a　rise　in　efficiency，must　be
consistent　by　adopting　policy　assignmeエ1ts．　Even　in　the　short　term，the
quantity　effects，namely　rea1expansions　in　production　with　improve－
Inents　in　productivity　by　means　of　economic　reforms　and　deregu1ation，
shou1d　essentia11y　be　given　priority　rather　than　the　price　effects，
name1y　the　creation　of　inf1ation　through　increases　in　money　supply．
Lower　prices　give　a　blessing　to　those　who　are　not　worried　about－osing
their　jobs　from　a　microeconomic　viewpoint．　However，people　wh0
have　been　dismissed　are　conservative　about　consumption，and　those
who　expect　prices　to　fa11postpone　spending．　Therefore，in　the　weaker
Japanese　economy，deflation　leads　to　a　decrease　in　profits　of　comp■anies
from　a血acroeconomic　viewpoint．　Now　adjustments　for　inf1ation　in　the
short　run　are11rgently　needed　to　stop　Prices　from　fa1ling．　In　the　case
ofエI1any　goods　and　ser▽ices　where　the　demand　is　elastic　to　a　change　in
prices，howeマer，both　reaI　GDP　and　nomina1GDP　would　increase　in　the
long　run　with　an　improvement　in　productivity　leading　to　cost　reduc－
tions，because　the　effect　of　an　expansion　in　quantities　is　greater　than
that　of　a　fan　in　prices．　As　a　resu1t，almost　a11the　consumers　wou1d
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gaip皿ore　bene垣ts　fr◎・m　mucb1⑪wer　p．rices早＆nd　co皿panjes　wil1also
obta加greater　profits　frdm　the　po§itive　effect　of　expan§ion　i皿produc－
tion　as　oPPosed　to　bei皿9negatively　effected　by　falling　Prices，
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